16.401

(2) If a cost-sharing research and de-
velopment contract with an edu-
cational institution or a nonprofit or-
ganization is contemplated, and if the
contracting officer determines that
withholding of a portion of allowable
costs is not required, the contracting
officer shall use the clause with its Al-
ternate I.

(2)(1) The contracting officer shall
insert the clause at 52.216-13, Allowable
Cost and Payment—Facilities, in so-
licitations and contracts when a cost-
reimbursement consolidated facilities
contract or a cost-reimbursement fa-
cilities acquisition contract (see 45.302—
6) is contemplated.

(2) If a facilities acquisition contract
is contemplated and, in the judgment
of the contracting officer, it may be
necessary to withhold payment of an
amount to protect the Government’s
interest, the contracting officer shall
use the clause with its Alternate I.

(h) The contracting officer shall in-
sert the clause at 52.216-14, Allowable
Cost and Payment—Facilities Use, in
solicitations and contracts when a fa-
cilities use contract is contemplated.

(i) The contracting officer shall in-
sert the clause at 52.216-15, Predeter-
mined Indirect Cost Rates, in solicita-
tions and contracts when a cost-reim-
bursement research and development
contract with an educational institu-
tion (see 42.705-3(b)) is contemplated
and predetermined indirect cost rates
are to be used. If the contract is a fa-
cilities contract, modify paragraph (c)
by deleting the words ‘‘Subpart 31.1”
and substituting for them ‘‘section
31.106.”

[48 FR 42219, Sept. 19, 1983, as amended at 50
FR 23606, June 4, 1985; 61 FR 31622, June 20,
1996; 61 FR 67419, Dec. 20, 1996]

Subpart 16.4—Incentive Contracts

16.401 General.

(a) Incentive contracts as described
in this subpart are appropriate when a
firm-fixed-price contract is not appro-
priate and the required supplies or
services can be acquired at lower costs
and, in certain instances, with im-
proved delivery or technical perform-
ance, by relating the amount of profit
or fee payable under the contract to
the contractor’s performance. Incen-
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tive contracts are designed to obtain
specific acquisition objectives by—

(1) Establishing reasonable and at-
tainable targets that are clearly com-
municated to the contractor; and

(2) Including appropriate incentive
arrangements designed to (i) motivate
contractor efforts that might not oth-
erwise be emphasized and (ii) discour-
age contractor inefficiency and waste.

(b) When predetermined, formula-
type incentives on technical perform-
ance or delivery are included, increases
in profit or fee are provided only for
achievement that surpasses the tar-
gets, and decreases are provided for to
the extent that such targets are not
met. The incentive increases or de-
creases are applied to performance tar-
gets rather than minimum perform-
ance requirements.

(c) The two basic categories of incen-
tive contracts are fixed-price incentive
contracts (see 16.403 and 16.404) and
cost-reimbursement incentive con-
tracts (see 16.405). Since it is usually to
the Government’s advantage for the
contractor to assume substantial cost
responsibility and an appropriate share
of the cost risk, fixed-price incentive
contracts are preferred when contract
costs and performance requirements
are reasonably certain. Cost-reim-
bursement incentive contracts are sub-
ject to the overall limitations in 16.301
that apply to all cost-reimbursement
contracts.

(d) Award-fee contracts are a type of
incentive contract.

[48 FR 42219, Sept. 19, 1983, as amended at 62
FR 12695, Mar. 17, 1997]

16.402 Application of predetermined,
formula-type incentives.

16.402-1 Cost incentives.

(a) Most incentive contracts include
only cost incentives, which take the
form of a profit or fee adjustment for-
mula and are intended to motivate the
contractor to effectively manage costs.
No incentive contract may provide for
other incentives without also providing
a cost incentive (or constraint).

(b) Except for award-fee contracts
(see 16.404 and 16.405-2), incentive con-
tracts include a target cost, a target
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